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Stackelberg Equilibria
in a Di®erential Game I
??????? ?
We o®er a series of detailed accounts of the Stackelberg equilibrium
solutions in di®erential games. The present paper focuses on the
open-loop Stackelberg equilibrium that has been extensively employed
in the application literature, e.g., optimal capital taxation. After
formally computing the open-loop Stackelberg equilibrium for a simple
leader-follower model in which the welfare-maximizing government leads
and the monopolistic ¯rm follows, we discuss the time inconsistency
problem that inevitably arises in the open-loop model.
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